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Abstract: This study focuses on evaluation on Village Fund Allocation through on 
examining the effect of the Village Fund Allocation on Capital Expenditure, 
Economic Growth, Poverty, and Social Welfare. Using secondary data and 
purposive sampling method, this study has 411 districts as the samples with 
criteria in 2015. This study used Partial Least Square (PLS) to predict relationships 
between variables. Before doing the analysis of PLS, Klassen typology analysis was 
conducted. In Klassen typology, the districts in Indonesia were grouped into 4 
quadrants, namely quadrant I (developing area), quadrant II (prime area), 
quadrant III (potential area), and quadrant IV (backward area). PLS test results 
(using a sample of districts throughout Indonesia) indicate that all hypotheses are 
not supported. Whereas in the classification of Klassen typology (using samples in 
each quadrant) only in certain quadrants a hypothesis is supported. This shows 
that the Village Fund Allocation has not had a significant impact on the economy 
of the Indonesian people. 
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Introduction 
 
Since the beginning of regional autonomy in 2001, it has opened up 
opportunities for local governments to be responsible for managing their 
respective regional interests. Regional autonomy is a solution in dealing 
with various problems that occur due to the problem of disparity 
(inequality) of development both between the central and regional and 
between districts and cities [(Kuncorojati, 2017) and  (Badrudin , 2015)]. 
This disparity occurs as a result of uneven development causing high 
poverty rate in Indonesia (Aziz, 2016). The statistics state that in general, 
the poverty rate in Indonesia in the period of 1998-2016 had decreased. 
However, in 2006, September 2013 and March 2015, it increased. The 
number of poor people in 2006 amounted to 39.30 million people. In 
March 2015,  it increased to 28.59 million compared to September 2014 
of 27.73 million and September 2015 in which it decreased to 27.76 
million people compared to March 2016 of 28.01 million people. 
  
The problem is not only the poverty rate. However, the level of disparity 
in Indonesia's human development is still relatively high. Indonesia's  
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Human Development Index (HDI) in 2010 was recorded at 66.53% and 70.18% in 2016 . 
With the HDI of 70.18%, this figure shows the status of Indonesia's HDI increased from 
the moderate to high category. This data shows that Indonesia is experiencing an 
increase in economic growth, but on the other hand, it has not overcome the level of 
development disparity between one area with other areas, both between provinces and 
between districts/ cities in one province. Poverty reduction and development disparity 
are the goals of the development (Siregar & Badrudin, 2017). The economic growth 
should be able to significantly reduce the number of poor people (Ginting & Dewi, 
2013), which further it can accommodate low disparity or the equal distribution of 
income. Economic growth is the process of increasing the long term per capita output 
(Badrudin, Ekonomika Otonomi Daerah, 2017). Based on the explanation, it can be said 
that the ongoing development in Indonesia within that period was an exclusive 
development, not inclusive. 
 
According to the United Nations Development Program  (UNDP, 2009), the development 
of some countries is an exclusive development. It means that development only takes 
into account the growth aspect but does not take into account the absorption of 
manpower, poverty reduction, and environment so that sometimes there is high 
economic-growth accompanied by high unemployment and poverty rate, as well as 
environment damaged as a result of development process. Lin and Liu (2000) conducted 
research in China, found evidence that the key factor of economic growth in China is 
fiscal reforms in line with rural reforms. This study is directly proportional to Lai's 
research (1994) in Taiwan that the success of development strategies in Taiwan is largely 
determined by the development of industrial sectors in rural areas. In order to achieve 
equitable growth and economic development, development in Indonesia must start 
from the countryside. This is based on several reasons. First, almost all Indonesians live 
in rural areas. Second, although fiscal decentralization has been started since 2001, the 
data show that almost some of the basic problems in the country, such as poverty, low 
education, poor health, inadequate facilities and infrastructure, exist in village area. 
Therefore, as soon as possible, it is necessary to build a reform of understanding that 
village areas have strategic position in Republic of Indonesia. It can even be said that if 
village areas are advanced then the area and the country must be the same. Thus, it is 
no exaggeration to say that the countryside is the spearhead of regional and national 
development (Prasetyo, 2012). 
 
To realize the goals, the government passed the Act No. 6 of 2014 on Villages. To run its 
authority in governing and managing governance and the interests of the people, the 
villages need a source of income. Village income is a vital resource for village 
administration. The philosophy of village funds is to improve the welfare and equity of 
village development through improving public services in the village, promoting village 
economy, addressing the gap between village development and strengthening the 
village community as the subject of development. The existence of village funds is 
expected to increase regional development because the village government gets the 
allocation of funds that will be used for the cost of development capital. The amount of 
village fund allocation disbursed in 2015 amounted to IDR 20.7 trillion. This amount is a 
fairly large amount. However, the allocation of village funds leads to potential 
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irregularities in the field and inappropriate use. One of the causes is that the 
Government Regulation issued as a derivative of the law has not been socialized to the 
maximum and there has been no proper monitoring of the use of these funds. 
 
Regional development is an effort to increase the capacity of local governments in 
running their government in physical development in the form of suggestions and 
infrastructure (Nugroho, 2012). Local governments in funding development activities for 
the benefit of the community use capital expenditure. The capital expenditures are 
allocated by local governments to fund development activities aimed at public interest. 
This activity resulted in the construction of various public facilities such as roads, 
bridges, telecommunications, electricity, school buildings and hospitals, markets and 
various other public facilities which can be utilized by the society (Badrudin, Ekonomika 
Otonomi Daerah, 2017). The capital expenditure and village fund allocation have 
different funding sources but both can promote economic growth. The increased 
economic growth is expected to reduce the level of poverty and improve the welfare of 
the community.  
 
This research was motivated by Prasetyo's research (2012) which examined the Impact 
of Village Fund Allocation (VFA) in the Era of Fiscal Decentralization on Regional 
Economies in Indonesia. The results of his research show that VFA is able to improve the 
fiscal and economic performance of the region, able to reduce the number of poor 
people and increase the gross regional domestic product of the agricultural sector. In 
this study the implementation of VFA is regulated in Government Regulation No. 72 of 
2005, only 60% of local governments in Indonesia have implemented it. 
 
In contrast to the research, this research is based on Law No. 6 of 2014 and has only 
been running for several years, so research based on these rules is still rarely done. This 
study aims to examine whether the management of the recently running village funds 
can have a positive impact on Indonesia's economic development in the era of inclusive 
economic development. 
 
Theoretically, this research contributes in realizing development outcomes through VFA 
which is inclusive development, because, in inclusive development, development goals 
are meaningful by not only pursuing economic growth but also oriented to creating jobs 
so as to reduce open unemployment, reduce the poor, and reduce the income 
distribution gap between community groups. Thus this research supports the 
Stewardship Theory. Practically, the results of this study are expected to be used as 
material for consideration by the government in the formulation of policies on the 
implementation of VFA and Capital Expenditures (CE) in order to support Indonesia's 
Economic Growth (EG), by reducing poverty and increasing Social Welfare (SW). 
 
 
Literature Review and Hypotheses Development 
 
Stewardship theory is defined as a situation in which stewards do not have personal in-
terests but are more concerned with principals' desires (Donaldson & Davis, 1991). In 
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this theory, the steward will behave according to mutual interests. When the interests 
of the steward and the owner are not the same, the steward will try to work together 
rather than oppose it, because the steward feels the common interest and behaves 
according to the owner's behaviour is a rational consideration because the steward 
looks more at the effort to achieve organizational goals (Raharjo, 2007). In connection 
with the public sector, the regional government as a Steward and the community as 
principal. The government strives to achieve a common goal of achieving community 
welfare. If the welfare has not been achieved, various efforts have been made by the 
government to achieve this by reducing poverty. 
 
According to Kuznets in Badrudin (2017, p. 140) EG is defined as increasing the ability of 
a country to provide economic goods to its population. Djojohadikusumo in Badrudin 
(2017, p. 121) also defines EG as a process of increasing the production of goods and 
services in the economic activities of society. EG is a process of increasing the 
production capacity of an economy that is realized in the form of an increase in national 
income. 
 
VFA is the budget used by the village government to empower the societies and imple-
ment the development managed directly by the village and society (Prasetyo, 2012). CE 
is a component of development expenditure on regional spending. The capital expendi-
tures are allocated by local governments to fund development activities for the society. 
This activity results in the construction of various public facilities such as roads, bridges, 
telecommunications, electricity, school buildings and hospitals, markets and other public 
facilities that will be utilized by the society (Badrudin, 2017). 
 
Poverty (PVT) is a problem in development characterized by unemployment and under-
development, which then increases into inequality. The poor are generally weak in their 
ability to work and have limited access to economic activity so that they are left behind 
by other societies having higher potential. The Human Development Index (HDI) is an 
index to explain how people can access development outcomes and earn income, health 
and education. EG is important to maintain the welfare of its people, but EG is not the 
end of human development. EG is used to improve human capabilities and how people 
use these capabilities. 
 
According to Badrudin (2011), EG will affect the wealth of society. Increase in income in 
the community is indicated by the increased allocation of income for primary, 
secondary, and tertiary consumption. According to Prasetyo (2012), Indonesia's EG 
model is an economic model that focuses on stimulating the increase of people's income 
through the growth acceleration of economic sectors which is efficient and dynamic 
without taking into account the negative impacts on wider society like the depletion of 
natural resources and environmental damage. Considering this, thus it is necessary to 
have proper development planning and to give attention to environmental capacity. 
 
Allocation of village funds is funds sourced from the central government, which are 
given to villages to build the village. The higher the village funds provided, the higher the 
level of village development. This increasing level of development can increase the eco-
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nomic activities of the community. Therefore, the higher the village funds, the higher 
the economic growth of the region. This opinion suggests that VFA has an important role 
in regional EG. VFA, according to Act No. 6 of 2014, about Village is the budget allocation 
for the village that comes from a central budget which is done by equally and equitably 
making the village-based programs effective. Prasetyo (2012) proves that VFA is able to 
improve fiscal performance and regional economy and be able to reduce the number of 
poor people and increase the gross domestic product of agricultural sector. While Ashari 
(2013) proved the role of VFA in the development of physical infrastructure in the 
Village Kelinjau Ilir still a little. It shows, when VFA is allocated properly, it will promote 
EG, improve social welfare and reduce poverty. Based on the description, the hypothesis 
in this study is as follows: 
 
H1: Village Fund Allocation has a positive effect on District Economic Growth in Indonesia 
 
 
One form of economic development is the construction of infrastructure and facilities 
and infrastructure that support the activities of the regional government. Provision of 
infrastructure and facilities and infrastructure through capital expenditure. With the 
addition of infrastructure and improvements, it will boost the regional economic growth 
rate. Hakim and Wijayanti (2012) have proved in their research that increasing CE of the 
government which consists of land capital, equipment and machinery, and the other 
capital expenditures has a positive impact on EG. It is in line with the research conduc-
ted by Nurmainah (2013), CE of regional government, absorbed labour, and HDI has a 
significant effect and has a positive relation to EG in Central Java Province. This indicates 
when the increase in CE for development financing will be followed by EG. Based on the 
description, the hypothesis in this study is as follows. 
 
H2: Capital Expenditure has a positive effect on District Economic Growth in Indonesia 
 
 
According to Ginting and Dewi (2013), PVT is a situation where household income is too 
low to meet basic needs. They find it difficult to buy food, homes, and clothing which are 
needed every day. This situation is spurred by the inequality of income, or in other 
words this poverty occurs because driven by income inequality that occurs in a country. 
Thus, PVT reduction is one of the development goals. Ginting and Dewi (2013), and 
Soejoto, Subroto, and Suyanto (2015) conducted that EG has a negative and significant 
effects on PVT, but not support to study of Manek and Barudin (2017). This indicates 
when an increase in EG, it is expected to reduce the number of poor people. Based on 
the description, the hypothesis in this study is as follows. 
 
H3: Economic Growth has a negative effect on District Poverty in Indonesia 
 
 
Community welfare is reflected in the living conditions of the community which can be 
seen from the standard of living of the community (Soesilowati, 2005). HDI is an indica-
tor used to see the development of long-term development to measure success in 
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building the quality of human life.  In 2015, Indonesia's HDI reached 69.56. This shows 
that Indonesia's human development has increased but is still in a "moderate" status. 
Economic growth shows an increase in people's income from time to time. Therefore, 
economic growth will affect people's welfare. Sasana’s study (2009) shows that EG has a 
significant effect and has a positive relationship to public welfare in the regency/city in 
Central Java Province. The same thing in the study of Soejoto et al. (2015) shows that EG 
provides significant positive effect on human development. Based on the description, 
the hypothesis in this research is as follows. 
 
H4: Economic Growth has a positive effect on District Social Welfare in Indonesia 
 
 
Research Method 
 
Sample 
 
The sample selection method in this study was purposive sampling method (Sugiyono, 
2011). The criteria used in sampling in this study are all districts in Indonesia that 
provide data on village funds allocation, capital expenditure, economic growth rate, 
percentage of poor population and human development index in 2015. This study used 
secondary data in 2015. By using purposive sampling method, there were 411 regencies 
having criteria in 2015.  
 
Data Analysis Model 
 
Data analysis model used in this research was Partial Least Square (PLS). Before 
performing PLS analysis, Klassen typology analysis was performed. Klassen typology 
analysis was based on the Gross Regional Domestic Product (GRDP) (Widodo, 2006). The 
technique of Klassen typology analysis is presented in four quadrants describing the 
position of each district in Indonesia. Based on the techniques of Klassen typology 
analysis, the districts in Indonesia are grouped into 4 quadrants. 
 
1. Quadrant I: developing areas, the districts having average district GRDP growth rate 
greater than or equal the average growth rate of Indonesia’s GRDP but the average 
contribution of district GRDP smaller than the average GRDP of Indonesia. 
 
2. Quadrant II: prime areas, the districts having average district GRDP growth rate 
bigger or equal to the average growth rate of Indonesia’s GRDP and mean 
contribution of district GRDP bigger or equal to the mean growth rate of GRDP of 
Indonesia. 
 
3. Quadrant III: potential areas, the districts having average district GRDP growth rate 
less than the average growth rate of Indonesia’s GRDP but the average rate of district 
GRDP contribution bigger or equal to the mean of GRDP of Indonesia. 
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4. Quadrant IV: backward areas, the districts having an average growth rate of district 
GRDP less than average growth rate of Indonesia’s GRDP and average of contribution 
of district GRDP smaller than the average GRDP of Indonesia. 
 
Based on the position of each district, thus the development policy of the district 
government in Indonesia can be determined. 
 
 Average Contribution 
 Low High 
High  
 
 
Average Economic Growth Rate 
 
I 
 
II 
(Developing Area) (Prime Area) 
  
 
Low 
IV 
(BackwardArea) 
III 
(Potential Area) 
 
Figure 1 The Position of the Area Based on Klassen Typology 
Source: Widodo (Perencanaan Pembangunan: Aplikasi Komputer 
(Era Otonomi Daerah), 2006) 
 
The line diagram construction can be seen in Figure 2. 
 
 
Figure 2 Line Diagram of Research Model 
 
Information: 
VFA  : Village Fund Allocation 
CE  : Capital Expenditure 
EG  : Economic Growth 
PVT  : Poverty 
SW  : Social Welfare 
  : Influence between Variables 
  : Observation Variable 
 
 
Result and Discussion 
 
Descriptive Statistics Analysis 
 
Village Fund Allocation (VFA) was measured from realization data of VFA in rupiah unit. 
Capital Expenditure (CE) was measured from realization data of CE in rupiah unit, Eco-
nomic Growth (EG) was measured by growth of Gross Regional Domestic Product 
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(GRDP) in %, Poverty (PVT) was measured by the percentage of the poor, and Social 
Welfare was measured by Human Development Index (HDI). 
 
Table 1 Descriptive Statistics of Districts in Indonesia 
Descriptive Statistics VFA (Rp) CE (Rp) EG (%) PVT (%) SW 
N 411 411 411 411 411 
Mean  49.626.357.000 323.597.609.939 0,057 14,76 65,39 
Minimum  8.728.910.000 51.980.727.019 (0,115) 2,33 39,41 
Maximum 222.413.168.000 2.820.501.942.494 1,07 45,74 81,20 
Standard Deviation 30.652.345.000 238.636.278.129 0,065 8,34 5,50 
Descriptive statistics analysis aims to facilitate reading and understanding the data used in 
research. The information is given in the form of research variable characteristics, including 
mean, maximum, minimum, and standard deviation of each variable. 
 
Klassen Typology Analysis 
 
The characteristics of districts in Indonesia are based on the mapping of Klassen Typo-
logy as shown in Figure 3. 
 
 Average Contribution 
 Low High 
High 
(above average) 
 
Average Economic Growth Rate 
 
Developing Area 
 
Prime Area 
118 districts 
56% 
30 districts 
7% 
  
 
low 
(below average) 
Backward Area 
165 districts 
40% 
Potential Area 
99 districts 
24% 
 
Figure 3 Characteristics of Districts in Indonesia Based on Klassen Typology 
Source: Widodo (Perencanaan Pembangunan: Aplikasi Komputer 
(Era Otonomi Daerah), 2006) 
 
Partial Least Square Analysis (PLS) 
 
a. Testing and Hypothesis Discussion of districts in Indonesia 
 
Based on the results of testing the VFA hypothesis on the EG of districts in Indonesia, it 
is showed that VFA has negative and significant effects on EG of the districts in Indone-
sia. Hypothesis testing results can be seen from the coefficient of -0.081 and p-value of 
0.049. The results of this study do not support the research conducted by Prasetyo that 
state that VFA can increase the improvement of regional economy and GRDP. 
 
Table 2. The Results of Hypothesis on Districts in Indonesia 
Variable Relations Path Coefficient p-Values Prediction Result Hypothesis 
VFAEG -0.081 0.049 + - Rejected 
CEEG -0.127 <0.001 + - Rejected 
EGPVT 0.150 0.016 - + Rejected 
EGPW -0.152 <0.001 + - Rejected 
Significant at the p-value ≤ 5%. 
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Based on the results of the second hypothesis testing, CE has negative and significant 
effect on the EG of the districts in Indonesia. The results of hypothesis testing can be 
seen from the coefficient value of -0.127 and p-value <0.001. The results of this study do 
not support the research conducted by Hakim and Wijayanti (2012) and Nurmainah 
(2013). 
 
Based on the results of the third hypothesis testing, EG affects the PVT of districts in In-
donesia. The results of hypothesis testing can be seen from the coefficient value of 
0.150 and p-value 0.016, which means that EG has a positive and significant impact on 
the PVT of districts in Indonesia. The results of this study do not support to the study of 
Ginting and Dewi (2013) which shows that EG has a negative and significant effect on 
PVT, but support to study of Manek and Badrudin (2017). That is, economic growth has 
not given effect in reducing the level of poverty that occurs in Indonesia. 
 
Based on the result of the hypothesis test, EG the prosperity of the societies in 
Indonesia’s district. The results of hypothesis testing can be seen from the coefficient 
value of -0.152 and p-value <0.001, which means that EG has negative and significant 
effects on the PVT of districts in Indonesia. The results of this study do not support 
research conducted by Sasana (2009) which shows that EG has positive and significant 
impacts on social welfare.  
 
b. Hypothesis Testing and Discussion Each Quadrant 
 
Based on the testing results of the first hypothesis in districts in quadrant I and II, it 
shows that the VFA does not affect the EG. It can be seen from the coefficient value of 
quadrant I and II, -0.081 and -0.203. P-value on quadrant I and II are 0.184 and 0.037. 
The results of this study support to Ashari's study (2013).  While the districts in quadrant 
III and IV show that the VFA has positive effect which is significant on EG. This can be 
seen from the lines coefficient of quadrant III and IV of 0.415 and 0.211, having p-value 
less than or equal to 5%.The results of this study support to Prasetyo’s study (2012) 
which states VFA able to increase the regional economic improvement and GRDP. 
 
Table 3 The Results of Hypothesis each Quadrant 
Variable Relations Quadrant Path Coefficient P-Value Prediction Result Hypothesis 
VFA  EG I -0.081 0.184 + - Rejected 
 II -0.203 0.037 + - Rejected 
 III 0.415 <0.001 + - Supported 
 IV 0.211 0.003 + - Supported 
CE EG I 0.071 0.218 + + Rejected 
 II -0.133 0.222 + - Rejected 
 III 0.316 <0.001 + + Supported 
 IV -0.442 <0.001 + - Rejected 
EGPVT I 0.458 <0.001 - + Rejected 
 II 0.274 0.048 - + Rejected 
 III -0.092 0.177 - - Rejected 
 IV 0.140 0.033 + + Rejected 
EGSW I 0.420 <0.001 + + Supported 
 II -0.175 0.153 + - Rejected 
 III 0.107 0.140 + + Rejected 
 IV -0.015 0.422 + - Rejected 
Significant at the p-value ≤ 5%. 
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Based on the testing results of the second hypothesis in districts located in quadrant I, it 
can be seen that CE has positive effect, but it is not significant to EG. It can be seen from 
the path coefficient and p-value, 0.071 and 0.218 respectively. The results of this test 
indicate that hypothesis 2 on quadrant I is not supported. The test results in Quadrant II 
and IV show that CE does not affect EG. This can be seen from the path coefficient 
values are just -0.133 and -0.442, and the p-value is 0.222 and <0.001. In testing 
quadrants I, II, and IV support the research of Badrudin (2012). Different from the 
quadrant III, the test results show that CE has positive effect which is significant to EG. 
This can be seen from the path coefficient value and p-value of 0.316 and <0.001, 
meaning that hypothesis 2 on quadrant III is supported. The results support the study of 
Hakim and Wijayanti (2012) and Nurmainah (2013). 
 
Based on the results of the third hypothesis testing in the districts located in quadrants I, 
II and III, it shows that EG has a positive effect which is significants on PVT. This can be 
seen from the path coefficient (0.458, 0.274, 0.140) and p-value (<0.001, 0.048, 0.033), 
which means that it is not supported. Test results in quadrant I, II and III show support 
the research by Badrudin (2012). Different from the quadrant IV, the testing result of EG 
has negative effect, but it is not significant to PVT. This can be seen from the path 
coefficient value and p-value of -0.092 and 0.177, meaning that hypothesis 3 on 
quadrant III is supported. Test results in all regions do support the findings of Ginting 
and Dewi (2013) and Widianto, Erni, and Nurmansyah (2016). 
 
Based on the results of the fourth test in the districts located in the quadrant I, it shows 
that EG has a positive effect which is significant on SW, it can be seen from the results of 
coefficient and p-value of 0.420 and <0.001 which means that the hypothesis 4 on 
quadrant I is supported. The results of this test support to study of Sasana (2009) and 
Adelfina and Jember (2016). While in quadrant II, III and IV, it is not supported; this can 
be seen from the coefficient value and p-value (-0,175; 0,107; -0,015) and (0,153; 0,140; 
0,422). The results of this test do not support the research Sasana (2009), Soejoto et al. 
(2015) and Badrudin (2012). 
 
 
Conclusion 
 
Based on the test results in this study, it can be concluded that VFA has a significant 
positive effect on EG in potential and backward areas. This shows that potential and 
backward areas are starting to use VFA effectively to support village development. VFA 
is proven to have no effect on EG in developing and prime areas. This study shows CE 
has a significant positive effect on EG only in potential areas. This shows that when 
there is an increase in CE for development financing, it will be followed by an ever-
increasing EG. CE proved to have no effect on backward, developing and prime areas. 
This shows that there is no CE ranking for development funding. The study also found 
that EG did not have an effect on poverty in all districts. It can be concluded that overall 
the ongoing development in Indonesia is an exclusive development. EG only has a 
significant positive effect on SW in the developing area. This shows that developing area 
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has succeeded in carrying out inclusive development. Thus, in addition to developing 
area, development is still exclusive. 
 
The implication of the results of this study is the need for VFA evaluation so that the 
allocation of village funds can run effectively. The evaluation of the VFA can be in the 
form of maximum socialization of government regulations, adequate human resource 
capacity, and channelling of funds, as well as appropriate use of funds. So that it can 
reduce the use of funds outside the priorities and potential misappropriation of VFA. 
Effective implementation of VFA will support village development so that welfare will 
increase. 
 
In this study, a limitation exists namely only analyze the VFA data for one year period. 
Likewise for CE, EG, PVT and SW, there is only data available in the period of 2015. With 
the limited data available, the results of this study have not shown maximum results. 
Based on this limitations, it is recommended that further researchers will consider i) to 
add the number of years for VFA research, in order to obtain maximum results, ii) 
adding other indicators for SW variables such as the Gini Index each district, so as to 
illustrate the VFA has been allocated effectively and can reduce inequality, and iii) 
government regulations that support VFA must be clear so that there is no ambivalence. 
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